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October 19, 2020
The Honorable Bill Lee, Governor
Members of the General Assembly
Board of Directors, Tennessee Rehabilitative Initiative in Correction
Ladies and Gentlemen:
Transmitted herewith is the financial and compliance audit of the Tennessee Rehabilitative
Initiative in Correction for the year ended June 30, 2019. You will note from the independent
auditor’s report that an unmodified opinion was given on the fairness of the presentation of the
financial statements.
Consideration of internal control over financial reporting and tests of compliance disclosed a
deficiency, which is detailed in the Finding and Recommendation section of this report. The
agency’s management has responded to the audit finding; the response is included following the
finding. The Division of State Audit will follow up the audit to examine the application of
procedures instituted because of the audit finding.
Sincerely,

Katherine J. Stickel, CPA, CGFM, Director
Division of State Audit
20/052
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Opinion on the Financial Statements
The opinion on the financial statements is unmodified.

Audit Finding
Management needs to improve its procedures for preparing and reviewing financial
statements to prevent errors
Tennessee Rehabilitative Initiative in Correction’s procedures for preparing and reviewing its
financial statements are not adequate to ensure the accuracy and proper classification of
information (page 39).
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Independent Auditor’s Report
The Honorable Bill Lee, Governor
Members of the General Assembly
Board of Directors, Tennessee Rehabilitative Initiative in Correction

Report on the Financial Statements
We have audited the accompanying financial statements of the Tennessee Rehabilitative Initiative
in Correction, an internal service fund of the State of Tennessee, as of and for the year ended June
30, 2019, and the related notes to the financial statements, which collectively comprise the fund’s
basic financial statements as listed in the table of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used
2

and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Tennessee Rehabilitative Initiative in Correction as of June 30, 2019,
and the changes in financial position and cash flows thereof for the year then ended in accordance
with accounting principles generally accepted in the United States of America.
Emphasis of Matter
As discussed in Note 1, the financial statements present only the Tennessee Rehabilitative
Initiative in Correction, an internal service fund, and do not purport to, and do not, present fairly
the financial position of the State of Tennessee, as of June 30, 2019, and the changes in financial
position and cash flows thereof for the year then ended in accordance with accounting principles
generally accepted in the United States of America. Our opinion is not modified with respect to
this matter.
Other Matter – Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the schedule
of TRICOR’s proportionate share of the net pension liability for the Closed State and Higher
Education Employee Pension Plan within TCRS on page 31; the schedule of TRICOR’s
proportionate share of the net pension asset for the State and Higher Education Employee
Retirement Plan within TCRS on page 32; the schedule of TRICOR’s contributions to the Closed
State and Higher Education Employee Pension Plan within TCRS on page 33; the schedule of
TRICOR’s contributions to the State and Higher Education Employee Retirement Plan within
TCRS on page 34; the schedule of TRICOR’s proportionate share of the collective total OPEB
liability for the Closed State Employee Group OPEB Plan on page 35; and the schedule of
TRICOR’s proportionate share of the collective total OPEB liability for the Closed Tennessee
OPEB Plan on page 36 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, which considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because
the limited procedures do not provide us with sufficient evidence to express an opinion or provide
any assurance.
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Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated
September 28, 2020, on our consideration of the Tennessee Rehabilitative Initiative in Correction’s
internal control over financial reporting and on our tests of its compliance with certain provisions
of laws, regulations, contracts, and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the Tennessee Rehabilitative Initiative in Correction’s internal
control over financial reporting and compliance.

Deborah V. Loveless, CPA, Director
Division of State Audit
September 28, 2020
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TENNESSEE REHABILITATIVE INITIATIVE IN CORRECTION
Statement of Net Position
June 30, 2019
Assets
Current assets:
Cash (Note 2)
Accounts receivable (Note 3)
Inventories
Prepaid items
Total current assets
Noncurrent assets:
Net pension asset (Note 8)
Capital assets, net (Note 4):
Land
Buildings and improvements
Mature breeding herd
Furniture and equipment
Software
Construction in progress
Total noncurrent assets
Total assets

$10,750,110
1,179,241
1,997,444
81,337
14,008,132
16,840
746,296
1,746,694
146,807
1,791,527
230,188
47,098
4,725,450
18,733,582

Deferred outflows of resources
Deferred outflows related to pensions (Note 8)
Deferred outflows related to other postemployment benefits (Note 9)
Total deferred outflows of resources
Liabilities
Current liabilities:
Accounts payable and accruals (Note 6)
Compensated absences (Note 7)
Total OPEB liability (Note 9)
Total current liabilities
Noncurrent liabilities:
Net pension liability (Note 8)
Compensated absences (Note 7)
Total OPEB liability (Note 9)
Total noncurrent liabilities
Total liabilities

1,289,581
371,429
1,661,010

2,813,671
234,182
322,643
3,370,496
2,734,801
398,542
784,996
3,918,339
7,288,835

Deferred inflows of resources
Deferred inflows related to pensions (Note 8)
Deferred inflows related to other postemployment benefits (Note 9)
Total deferred inflows of resources
Net position
Investment in capital assets
Restricted for pensions
Unrestricted
Total net position

304,110
345,113
649,223

4,708,610
16,840
7,731,084
$12,456,534

The notes to the financial statements are an integral part of this statement.
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TENNESSEE REHABILITATIVE INITIATIVE IN CORRECTION
Statement of Revenues, Expenses, and Changes in Net Position
For the Year Ended June 30, 2019
Operating revenues
Sales
Services
Total operating revenues

$14,853,345
7,668,906
22,522,251

Operating expenses
Costs of sales and services
Cost of sales
Cost of services
Selling, general, and administrative expenses
Salaries, wages, and benefits
Freight and communications
Maintenance and repairs
Professional services
Rentals and insurance
Supplies
Travel
Utilities
Other
Depreciation
Total operating expenses

7,096,073
6,806,593
5,405,817
17,943
87,314
1,322,579
244,628
1,305,372
291,608
173,860
387,257
362,966
23,502,010

Operating loss

(979,759)

Nonoperating revenues (expenses)
Prison Industry Enhancement (PIE) Program recoveries
Miscellaneous revenue (expenses)
Total nonoperating revenues (expenses)

1,519,020
154,380
1,673,400

Income before transfers

693,641

Transfers In
Total transfers

244,502
244,502

Increase in net position
Net position - beginning of year
Net position - end of year

938,143
11,518,391
$12,456,534

The notes to the financial statements are an integral part of this statement.
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TENNESSEE REHABILITATIVE INITIATIVE IN CORRECTION
Statement of Cash Flows
For the Year Ended June 30, 2019
Cash flows from operating activities
Receipts from customers
Other miscellaneous receipts
Payments to suppliers for goods and services
Payments to employees
Payments for benefits
Net cash provided by operating activities

$21,931,301
154,380
(15,072,339)
(3,802,247)
(1,874,352)
1,336,743

Cash flows from noncapital financing activities
Receipts from interfund transfers
Net cash provided by noncapital financing activities

244,502
244,502

Cash flows from capital and related financing activities
Payments for additions to capital assets
Net cash used for capital and related financing activities

(749,196)
(749,196)

Net increase in cash
Cash - beginning of year
Cash - end of year

832,049
9,918,061
$10,750,110

Reconciliation of operating loss to net cash provided by operating activities:
Operating loss
Adjustments to reconcile operating loss to net cash provided by operating activities:
Depreciation
Prison Industry Enhancement (PIE) Program recoveries
Other miscellaneous receipts
Change in assets, liabilities, and deferrals:
Accounts receivable, net
Inventories
Prepaid items
Net pension asset
Deferred outflows of resources
Accounts payable and accruals
Compensated absences
Net pension liability
Total OPEB liability
Deferred inflows of resources
Net cash provided by operating activities
The notes to the financial statements are an integral part of this statement.
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$ (979,759)
362,966
1,519,020
154,380
(590,950)
130,260
(14,821)
(8,959)
(28,205)
1,244,147
14,089
(323,449)
(283,328)
141,352
$ 1,336,743

TENNESSEE REHABILITATIVE INITIATIVE IN CORRECTION
Notes to the Financial Statements
June 30, 2019
Note 1. Summary of Significant Accounting Policies
Reporting Entity
TRICOR, the Tennessee Rehabilitative Initiative in Correction, was created by the Tennessee
General Assembly in 1994 under the provisions of Title 41, Chapter 22, Tennessee Code
Annotated, to manage and operate the correctional industry program for the State of Tennessee.
TRICOR has been included as an internal service fund in the Tennessee Comprehensive Annual
Financial Report. That report is available on the state’s website at www.tn.gov/finance/rd-doa/faaccfin-cafr.html. TRICOR’s statutorily mandated mission (Section 41-22-403, Tennessee Code
Annotated) includes these objectives:
•

work offenders in manufacturing, business services, or agricultural jobs;

•

offset the costs of incarceration by generating revenue through the sale of products or
business services;

•

develop work opportunities that minimize the impact on free-world jobs;

•

integrate work opportunities with education and vocational training;

•

develop good work habits and marketable skills;

•

develop and operate a post-release placement system; and

•

provide or create other programs and services as deemed necessary by TRICOR to
support an offender’s rehabilitation and reintegration efforts.

The General Assembly created a board of directors (Section 41-22-404, Tennessee Code
Annotated) to govern TRICOR. The board is responsible for developing jobs; training and
selecting Tennessee Department of Correction offenders for participation in industry, business
services, or agricultural programs; and selling products or services for the purpose of generating
revenue to offset the costs of incarceration. In addition, the board is responsible for approving the
annual operating plan of TRICOR (Section 41-22-408[c], Tennessee Code Annotated).
The statute designated the Tennessee Department of Correction (TDOC) a partner in this mission
by making it responsible for assigning offenders to TRICOR jobs that are developed by the board
of directors. A large percentage of TRICOR operations are located within TDOC institutions,
while others are operated outside the secure perimeters with offender labor, and in some cases, a
TDOC security presence.
Program services are provided using a self-sustaining business model that aligns distinct strategic
business units and the support structure necessary to achieve performance expectations. Business
units serve customers through the sale of products and services provided by the offender workforce
participating in TRICOR programs. Businesses are operated using both cognitive behavioral skill
8

Notes to the Financial Statements (Continued)
development and occupational skills training. TRICOR also focuses on the life skills needed to
successfully transition from prison to society, which include “soft” skills such as those needed to
gain and retain employment. These training opportunities are made available to program
participants through the sale of products and services, and the programming is funded wholly by
the collection of workforce development funds from offenders assigned to Private Industry
Enhancement program operations across the state. They are provided within TDOC at no charge
to that agency or to the taxpayers of Tennessee. In addition, as industry positions are highly prized
by the offender population, the behavior management benefits aid TDOC in overall prison
management issues.
Presentation, Measurement Focus, and Basis of Accounting
The accompanying financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America as prescribed by the Governmental
Accounting Standards Board (GASB).
The financial statements have been prepared using the accrual basis of accounting and the
economic resources measurement focus. Revenues are recorded when earned and expenses are
recorded at the time the liabilities are incurred, regardless of the timing of the related cash flows.
The preparation of financial statements in accordance with the accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets, deferred outflows of resources, liabilities, and deferred
inflows of resources and the disclosure of contingent assets and liabilities at the date of the
financial statements, as well as the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.
TRICOR distinguishes operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing goods and services in connection with
principal ongoing operations. TRICOR’s mission is “to prepare offenders for success after
release.” This is accomplished by engaging offenders in productive work and in programming
offenders. Any revenues and expenses not generated in these related activities would be reported
as nonoperating revenues and expenses.
TRICOR’s restricted resources deal only with pensions.
Cash
Cash is defined as demand deposits in the State Pooled Investment Fund.
Inventories
At year-end, inventories are determined by physical count and are valued at cost using the first-in,
first-out (FIFO) method.
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Notes to the Financial Statements (Continued)
Capital Assets and Depreciation
Capital assets are defined as assets with a useful life of at least two years and a single-item value
in excess of $5,000. Capital assets are recorded at historical costs. All capital assets other than
land are depreciated using the straight-line method using these asset lives:
Buildings and building improvements
Furniture and equipment
Mature breeding herd (cattle)

20 to 50 years
3 to 20 years
5 years

Compensated Absences
TRICOR’s employees accrue annual leave at varying rates, depending on length of service or
classification.
TRICOR’s employees accrue sick leave at a rate of 7.5 hours per month.
The amount of the liability for annual leave and the related benefits are reported in the statement
of net position. There is no liability for unpaid accumulated sick leave because TRICOR’s policy
is to pay this only if the employee is sick or upon death.
Pensions
For purposes of measuring the net pension liability (asset); deferred outflows of resources and
deferred inflows of resources related to pensions; and pension expense, information about the
fiduciary net position of the Closed State and Higher Education Employee Pension Plan and the
State and Higher Education Employee Retirement Plan in the Tennessee Consolidated Retirement
System (TCRS) and additions to/deductions from the plans’ fiduciary net positions have been
determined on the same basis as they are reported by the TCRS. For this purpose, benefits
(including refunds of employee contributions) are recognized when due and payable in accordance
with the benefit terms of the Closed State and Higher Education Employee Pension Plan and the
State and Higher Education Employee Retirement Plan. Investments are reported at fair value.

Note 2. Deposits
TRICOR had $10,750,110 in the State Pooled Investment Fund (SPIF) at June 30, 2019. The
SPIF, administered by the State Treasurer, is authorized by statute to invest funds in accordance
with policy guidelines approved by the State Funding Board. The current resolution of that board
gives the Treasurer approval to invest in collateralized certificates of deposit in authorized state
depositories; prime commercial paper; prime bankers’ acceptances; bonds, notes, and bills of the
Unites States Treasury or other obligations guaranteed as to principal and interest by the United
States or any of its agencies; repurchase agreements for obligations of the United States or its
agencies; and securities lending agreements whereby securities may be loaned for a fee.
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Notes to the Financial Statements (Continued)
Investments in the SPIF are measured at amortized cost. The pooled investment fund’s required
risks disclosures are presented in the State of Tennessee Treasurer’s Report. That report is
available on the state’s website at www.treasury.tn.gov or by calling (615) 741-2956.

Note 3. Accounts Receivable
Receivables at June 30, 2019, consist of the following:
Receivables from other state agencies
Receivables from local governments
Receivables from private sector
Other receivables
Accounts receivable

$ 190,529
15,094
821,609
152,009
$1,179,241

The accounts receivable amount represents the amount that is expected to be collected within one
year.

Note 4. Capital Assets
Capital asset activity for the year ended June 30, 2019, was as follows:

Land
Buildings and improvements
Mature breeding herd
Furniture and equipment
Software
Construction in progress
Total
Less accumulated depreciation:
Buildings and improvements
Mature breeding herd
Furniture and equipment
Software
Total
Capital assets, net

Beginning
Balance
$ 746,296
2,054,249
8,569,541
620,735
11,990,821

Additions
$
8,253
148,960
589,227
80,000
47,098
873,538

(235,556)
(7,006,869)
(426,016)
(7,668,441)
$ 4,322,380
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Reductions
$
(23,950)
(316,990)
(340,940)

(56,302)
(2,153)
(267,272)
(44,531)
(370,258)

223,890
223,890

$503,280

$(117,050)

Ending
Balance
$ 746,296
2,038,552
148,960
8,841,778
700,735
47,098
12,523,419
(291,858)
(2,153)
(7,050,251)
(470,547)
(7,814,809)
$ 4,708,610

Notes to the Financial Statements (Continued)
Note 5. Leasing Arrangements
TRICOR’s leasing arrangements consist of noncancelable operating leases for warehouse space
and equipment that expire at various dates through 2025.
The following is a schedule by years of future minimum rental payments required of TRICOR
under all noncancelable operating leases with original terms of one year or more:
For the Year Ending June 30
2020
2021
2022
2023
2024
2025
Total minimum rental payments

$178,052
44,991
42,397
13,858
13,858
5,389
$298,545

The following schedule shows the composition of total rental expense for all operating leases for
the year ended June 30:
Minimum rentals:
Property
Equipment
Total minimum rentals

$168,450
50,713
$219,163

Note 6. Accounts Payable and Accruals
Payables at June 30 consist of the following:
Payables to suppliers and vendors
Payables to other state agencies
Accruals for salaries and benefits
Accruals for contract employees
Other
Accounts payable and accruals

$1,580,702
1,523
451,326
534,405
245,715
$2,813,671

The accounts payable and accrued liabilities represent the amounts due within one year.

12

Notes to the Financial Statements (Continued)
Note 7. Noncurrent Liabilities
Noncurrent liabilities for the year ended June 30, 2019, include compensated absences described
as follows:
Beginning balance compensated absences
Additions
Deductions
Ending balance compensated absences
Compensated absences due within one year

$ 618,635
494,579
(480,490)
$ 632,724
$ 234,182

Note 8. Pension Plans
Defined Benefit Plans
Closed State and Higher Education Employee Pension Plan
General Information About the Pension Plan
Plan description – State employees and higher education employees with membership in the
Tennessee Consolidated Retirement System (TCRS) before July 1, 2014, are provided with
pensions through the Closed State and Higher Education Employee Pension Plan. This plan is a
component of the Public Employee Retirement Plan, an agent, multiple-employer defined benefit
pension plan. The Closed State and Higher Education Employee Pension Plan stopped accepting
new membership on June 30, 2014, but will continue providing benefits to existing members and
retirees. Beginning July 1, 2014, a new agent defined benefit retirement plan, the State and Higher
Education Employee Retirement Plan, became effective for state employees and higher education
employees hired on or after July 1, 2014.
The TCRS was created by state statute under Title 8, Chapters 34-37, Tennessee Code Annotated.
The TCRS Board of Trustees is responsible for the proper operation and administration of all
employer pension plans in the TCRS. The Tennessee Treasury Department, an agency in the
legislative branch of state government, administers the plans of the TCRS. The TCRS issues a
publicly available financial report that can be obtained at https://treasury.tn.gov/tcrs.
Benefits provided – Title 8, Chapters 34-37, Tennessee Code Annotated, establishes the benefit
terms and can be amended only by the Tennessee General Assembly. Members of the Closed
State and Higher Education Employee Pension Plan are eligible to retire with an unreduced benefit
at age 60 with 5 years of service credit or after 30 years of service credit regardless of age. Benefits
are determined using the following formula:
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Notes to the Financial Statements (Continued)
Average of member’s highest
compensation for 5 consecutive
x
years (up to Social Security
integration level)

1.50%

x

Years of Service
x
Credit

105%

1.75%

x

Years of Service
x
Credit

105%

Plus:
Average of member’s highest
compensation for 5 consecutive
x
years (over the Social Security
integration level)

A reduced early retirement benefit is available at age 55 and vested. Members are vested with 5
years of service credit. Service-related disability benefits are provided regardless of length of
service. Five years of service is required for non-service-related disability eligibility. The servicerelated and non-service-related disability benefits are determined in the same manner as a service
retirement benefit but are reduced 10% and include projected service credits. A variety of death
benefits are available under various eligibility criteria. Member and beneficiary annuitants are
entitled to automatic cost-of-living adjustments (COLAs) after retirement. A COLA is granted
each July for annuitants retired prior to July 2 of the previous year. The COLA is based on the
change in the consumer price index (CPI) during the prior calendar year, capped at 3%, and applied
to the current benefit. No COLA is granted if the change in the CPI is less than 0.5%. A 1%
COLA is granted if the CPI change is between 0.5% and 1%. A member who leaves employment
may withdraw employee contributions, plus any accumulated interest.
Contributions – Contributions for state employees and higher education employees are established
in the statutes governing the TCRS and may only be changed by the Tennessee General Assembly.
TRICOR’s employees are non-contributory, as are most members in the Closed State and Higher
Education Employee Pension Plan. TRICOR makes employer contributions at the rate set by the
TCRS Board of Trustees as determined by an actuarial valuation. By law, employer contributions
for the Closed State and Higher Education Employee Pension Plan are required to be paid.
Employer contributions by TRICOR for the year ended June 30, 2019, to the Closed State and
Higher Education Employee Pension Plan were $667,485, which is 19.22% of covered payroll.
The employer rate, when combined with member contributions, is expected to finance the costs of
benefits earned by members during the year and the cost of administration, as well as an amortized
portion of any unfunded liability.
Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows
of Resources Related to Pensions
Pension liability – At June 30, 2019, TRICOR reported a liability of $2,734,801 for its
proportionate share of the net pension liability. The net pension liability was measured as of June
30, 2018, and the total pension liability used to calculate the net pension liability was determined
by an actuarial valuation as of that date. TRICOR’s proportion of the net pension liability was
based on a projection of TRICOR’s contributions during the year ended June 30, 2018, to the
14

Notes to the Financial Statements (Continued)
pension plan relative to the contributions of all participating state and higher education agencies.
At the June 30, 2018, measurement date, TRICOR’s proportion was 0.169294%. The proportion
measured as of June 30, 2017, was 0.170890%.
Pension expense – For the year ended June 30, 2019, TRICOR recognized pension expense of
$447,048.
Deferred outflows of resources and deferred inflows of resources – For the year ended June 30,
2019, TRICOR reported deferred outflows of resources and deferred inflows of resources related
to pensions from the following sources:

Differences between expected and actual
experience
Net difference between projected and actual
earnings on pension plan investments
Changes in assumptions
Change in proportionate share of net pension
liability
TRICOR’s contributions subsequent to the
measurement date of June 30, 2018
Total

Deferred Outflows
of Resources

Deferred Inflows
of Resources

$ 247,051

$ 12,714

343,946

78,607
-

-

210,631

667,485
$1,258,482

$301,952

Deferred outflows of resources, resulting from TRICOR’s employer contributions of $667,485
subsequent to the measurement date, will be recognized as a decrease in net pension liability in
the year ending June 30, 2019. Other amounts reported as deferred outflows of resources and
deferred inflows of resources related to pensions will be recognized in pension expense as follows:
Year Ended June 30
2020
2021
2022
2023
Thereafter

$ 312,987
216,700
(190,169)
(50,473)
-

In the table above, positive amounts will increase pension expense, while negative amounts will
decrease pension expense.
Actuarial assumptions – The total pension liability as of the June 30, 2018, actuarial valuation was
determined using the following actuarial assumptions, applied to all periods included in the
measurement:
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Notes to the Financial Statements (Continued)
Inflation

2.5%

Salary increases

Graded salary ranges from 8.72% to 3.44% based on
age, including inflation, averaging 4%

Investment rate of return

7.25%, net of pension plan investment expenses,
including inflation

Cost-of-living adjustment

2.25%

Mortality rates were developed by the actuary using the results of the actuarial experience study
performed for the period July 1, 2012, through June 30, 2016, and were adjusted for expected
future improvements in life expectancy. Mortality assumptions utilize the RP-2014 industry
standard base table adjusted for TCRS experience, with mortality improvements projected six
years beyond each actuarial valuation date.
The actuarial assumptions used in the June 30, 2018, actuarial valuation were based on the results
of an actuarial experience study performed for the period July 1, 2012, through June 30, 2016. The
demographic assumptions were adjusted to more closely reflect actual and expected future
experience.
The long-term expected rate of return on pension plan investments was established by the TCRS
Board of Trustees in conjunction with the June 30, 2016, actuarial experience study. This return
was selected from a range of values developed using historical market returns and future capital
market projections. The future capital market projections were produced using a building-block
method in which a best estimate of expected future real rates of return (expected returns, net of
pension plan investment expense and inflation) is developed for each major asset class. These best
estimates are combined to produce the future capital market projection by weighting the expected
future real rates of return by the target asset allocation percentage and by adding expected inflation
of 2.5%. The best estimates of geometric real rates of return and the TCRS investment policy
target asset allocation for each major asset class are summarized in the following table:
Long-term Expected
Real Rate of Return
5.69%
5.29%
6.36%
5.79%
2.01%
4.32%
0.00%

Asset Class

U.S. equity
Developed market international equity
Emerging market international equity
Private equity and strategic lending
U.S. fixed income
Real estate
Short-term securities
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Target
Allocation
31%
14%
4%
20%
20%
10%
1%
100%
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The long-term expected rate of return on pension plan investments was established by the TCRS
Board of Trustees as 7.25% based on a comparison of historical market returns and future capital
market projections.
Discount rate – The discount rate used to measure the total pension liability was 7.25%. The
projection of cash flows used to determine the discount rate assumed that employee contributions
will be made at the current rate and that contributions from all state and higher education agencies
will be made at the actuarially determined contribution rate in accordance with the funding policy
of the TCRS Board of Trustees and as required to be paid by state statute. Based on those
assumptions, the pension plan’s fiduciary net position was projected to be available to make
projected future benefit payments of current active and inactive members and to cover
administrative expenses. Therefore, the long-term expected rate of return on pension plan
investments was applied to all periods of projected benefit payments to determine the total pension
liability.
Sensitivity of the proportionate share of net pension liability to changes in the discount rate – The
following presents TRICOR’s proportionate share of the net pension liability calculated using the
discount rate of 7.25%, as well as what TRICOR’s proportionate share of the net pension liability
would be if it were calculated using a discount rate that is 1 percentage point lower (6.25%) or 1
percentage point higher (8.25%) than the current rate:

TRICOR’s proportionate share of the net
pension liability

1% Decrease
(6.25%)

Current
Discount Rate
(7.25%)

1% Increase
(8.25%)

$6,010,563

$2,734,801

$(22,067)

Pension plan fiduciary net position – Detailed information about the pension plan’s fiduciary net
position is available in a separately issued TCRS financial report at www.treasury.tn.gov/tcrs.
Payable to the Pension Plan
At June 30, 2019, TRICOR reported a payable of $27,095 for the outstanding amount of legally
required contributions to the pension plan required for the year ended June 30, 2019.
State and Higher Education Employee Retirement Plan
General Information About the Pension Plan
Plan description – State and higher education employees with membership in the Tennessee
Consolidated Retirement System (TCRS) before July 1, 2014, are provided with pensions through
the Closed State and Higher Education Employee Pension Plan, an agent plan within the Public
Employee Retirement Plan administered by the TCRS. TCRS is a multiple-employer pension
plan. The Closed State and Higher Education Employee Pension Plan was closed effective June
30, 2014, and covers employees hired before July 1, 2014. Employees hired after June 30, 2014,
are provided with pensions through a legally separate plan referred to as the State and Higher
17
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Education Employee Retirement Plan, an agent plan within the Public Employee Retirement Plan
administered by the TCRS. The TCRS was created by state statute under Title 8, Chapters 34-37,
Tennessee Code Annotated.
Benefits provided – Title 8, Chapters 34-37, Tennessee Code Annotated, establishes the benefit
terms and can be amended only by the Tennessee General Assembly. Members of the State and
Higher Education Employee Retirement Plan are eligible to retire at age 65 with 5 years of service
credit or pursuant to the rule of 90 in which the member’s age and years of service credit total 90.
Members are entitled to receive unreduced service retirement benefits, which are determined by a
formula multiplying the member’s highest 5 consecutive years’ average compensation by 1%
multiplied by the member’s years of service credit. A reduced early retirement benefit is available
at age 60 with 5 years of service credit or pursuant to the rule of 80 in which the member’s age
and years of service credit total 80. Service-related disability benefits are provided regardless of
length of service. Five years of service is required for non-service-related disability eligibility.
The service-related and non-service-related disability benefits are determined in the same manner
as a service retirement benefit but are reduced 10% and include projected service credits. A variety
of death benefits are available under various eligibility criteria.
Member and beneficiary annuitants are entitled to automatic cost-of-living adjustments (COLAs)
after retirement. A COLA is granted each July for annuitants retired prior to July 2 of the previous
year. The COLA is based on the change in the consumer price index (CPI) during the prior
calendar year, capped at 3%, and applied to the current benefit. No COLA is granted if the change
in the CPI is less than 0.5%. A 1% COLA is granted if the CPI change is between 0.5% and 1%.
A member who leaves employment may withdraw employee contributions, plus any accumulated
interest.
Contributions – Contributions for state and higher education employees are established in the
statutes governing the TCRS and may only be changed by the Tennessee General Assembly.
Employees contribute 5% of their salary to the State and Higher Education Employee Retirement
Plan. TRICOR makes employer contributions at the rate set by the TCRS Board of Trustees as
determined by an actuarial valuation. By law, employer contributions for the State and Higher
Education Employee Retirement Plan are required to be paid. Employer contributions by TRICOR
for the year ended June 30, 2019, to the State and Higher Education Employee Retirement Plan
were $17,663, which is 1.66% of covered payroll. The employer rate, when combined with
member contributions, is expected to finance the costs of benefits earned by members during the
year and the cost of administration, as well as an amortized portion of any unfunded liability.
Pension Assets, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows of
Resources Related to Pensions
Pension asset – At June 30, 2019, TRICOR reported an asset of $16,840 for its proportionate share
of the net pension asset. The net pension asset was measured as of June 30, 2018, and the total
pension liability used to calculate the net pension asset was determined by an actuarial valuation
as of that date. TRICOR’s proportion of the net pension asset was based on a projection of
TRICOR’s contributions during the year ended June 30, 2018, to the pension plan relative to the
18
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contributions of all participating state and higher education agencies. At the June 30, 2018,
measurement date, TRICOR’s proportion was 0.043659%. At the June 30, 2017, measurement
date, TRICOR’s proportion was 0.038003%.
Pension expense – For the year ended June 30, 2019, TRICOR recognized pension expense of
$6,435.
Deferred outflows of resources and deferred inflows of resources – For the year ended June 30,
2019, TRICOR reported deferred outflows of resources and deferred inflows of resources related
to pensions from the following sources:

Differences between expected and actual
experience
Net difference between projected and actual
earnings on pension plan investments
Changes in assumptions
Change in proportionate share of net pension
asset
TRICOR’s contributions subsequent to the
measurement date of June 30, 2018
Total

Deferred Outflows
of Resources
$

Deferred Inflows
of Resources

471

$ 282

572

813
-

12,393

1,063

17,663
$31,099

$2,158

Deferred outflows of resources, resulting from TRICOR’s employer contributions of $17,663
subsequent to the measurement date, will be recognized as a decrease in net pension liability in
the year ending June 30, 2020. Other amounts reported as deferred outflows of resources and
deferred inflows of resources related to pensions will be recognized in pension expense as follows:
Year Ended June 30
2020
2021
2022
2023
2024
Thereafter

$1,367
1,349
1,255
1,451
1,559
4,297

In the table above, positive amounts will increase pension expense, while negative amounts will
decrease pension expense.
Actuarial assumptions – The total pension asset as of the June 30, 2018, actuarial valuation was
determined using the following actuarial assumptions, applied to all periods included in the
measurement:
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Inflation

2.5%

Salary increases

Graded salary ranges from 8.72% to 3.44% based on
age, including inflation, averaging 4%

Investment rate of return

7.25%, net of pension plan investment expenses,
including inflation

Cost-of-living adjustment

2.25%

Mortality rates were developed by the actuary using the results of the actuarial experience study
performed for the period July 1, 2012, through June 30, 2016, and were adjusted for expected
future improvements in life expectancy. Mortality assumptions utilize the RP-2014 industry
standard base table adjusted for TCRS experience, with generational mortality improvement.
The actuarial assumptions used in the June 30, 2017, actuarial valuation were based on the results
of an actuarial experience study performed for the period July 1, 2012, through June 30, 2016. The
demographic assumptions were adjusted to more closely reflect actual and expected future
experience.
The long-term expected rate of return on pension plan investments was established by the TCRS
Board of Trustees in conjunction with the June 30, 2016, actuarial experience study. This return
was selected from a range of values developed using historical market returns and future capital
market projections. The future capital market projections were produced using a building-block
method in which a best estimate of expected future real rates of return (expected returns, net of
pension plan investment expense and inflation) is developed for each major asset class. These best
estimates are combined to produce the future capital marked projection by weighting the expected
future real rates of return by the target asset allocation percentage and by adding expected inflation
of 2.5%.
The best estimates of geometric real rates of return and the TCRS investment policy target asset
allocation for each major asset class are summarized in the following table:
Asset Class
U.S. equity
Developed market international equity
Emerging market international equity
Private equity and strategic lending
U.S. fixed income
Real estate
Short-term securities

Long-term Expected
Real Rate of Return
5.69%
5.29%
6.36%
5.79%
2.01%
4.32%
0.00%
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31%
14%
4%
20%
20%
10%
1%
100%
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The long-term expected rate of return on pension plan investments was established by the TCRS
Board of Trustees as 7.25% based on a comparison of historical market returns and future capital
market projections.
Discount rate – The discount rate used to measure the total pension liability was 7.25%. The
projection of cash flows used to determine the discount rate assumed that employee contributions
will be made at the current rate and that contributions from all state and higher education agencies
will be made at the actuarially determined contribution rate in accordance with the funding policy
of the TCRS Board of Trustees and as required to be paid by state statute. Based on those
assumptions, the pension plan’s fiduciary net position was projected to be available to make
projected future benefit payments of current active and inactive members. Therefore, the longterm expected rate of return on pension plan investments was applied to all periods of projected
benefit payments to determine the total pension liability.
Sensitivity of the proportionate share of net pension asset to changes in the discount rate – The
following presents TRICOR’s proportionate share of the net pension asset calculated using the
discount rate of 7.25%, as well as what TRICOR’s proportionate share of the net pension asset
would be if it were calculated using a discount rate that is 1 percentage point lower (6.25%) or 1
percentage point higher (8.25%) than the current rate:

TRICOR’s proportionate share of the
net pension asset

1% Decrease
(6.25%)

Current
Discount Rate
(7.25%)

1% Increase
(8.25%)

$2,793

$16,840

$27,352

Pension plan fiduciary net position – Detailed information about the pension plan’s fiduciary net
position is available in a separately issued TCRS financial report at www.treasury.tn.gov/tcrs.
Payable to the Pension Plan
At June 30, 2019, TRICOR reported a payable of $706 for the outstanding amount of legally
required contributions to the pension plan required for the year ended June 30, 2019.
Total Defined Benefit Pension Expense
The total pension expense for the year ended June 30, 2019, for both defined benefit pension plans
was $453,483.
Defined Contribution Plans
Deferred Compensation Plans
Employees are offered two deferred compensation plans. TRICOR, through the State of
Tennessee, provides two plans, one established pursuant to the Internal Revenue Code (IRC),
Section 457, and the other pursuant to IRC, Section 401(k). The plans are outsourced to third-
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party vendors, and the administrative costs assessed by the vendors of these plans are the
responsibility of plan participants. Section 401(k) and Section 457 plan assets remain the property
of the contributing employees; therefore, they are not presented in the accompanying financial
statements. Sections 401(k) and 457 establish participation, contribution, and withdrawal
provisions for the plans. Participation in the 457 plan is voluntary for employees. TRICOR
provides up to a $50 monthly employer match for employees who participate in the state’s 401(k)
plan. Employees hired before July 1, 2014, voluntarily participate in the state’s 401(k) plan.
Pursuant to Chapter 259 of the Public Acts of 2013, employees hired after June 30, 2014, are
automatically enrolled in the state’s 401(k) plan and contribute 2% of their salary, with the
employer contributing an additional non-matching 5%. Employees may opt out of the 2% auto
enrollment. Such contribution rates may only be amended by the Tennessee General Assembly.
There are certain automatic cost controls and unfunded liability controls in the defined benefit plan
where the employees participate that may impact the non-matching 5% employer contribution to
the 401(k) plan.
Employees are immediately vested in both the employee and employer contributions in both plans.
The IRC establishes maximum limits that an employee can contribute to these plans. The
employee may increase, decrease, or stop contributions at any time for either plan.
During the year ended June 30, 2019, contributions totaling $147,901 were made by employees
participating in the 401(k) plan, and TRICOR recognized pension expense of $88,821 for employer
contributions.

Note 9. Other Postemployment Benefits
Closed State Employee Group OPEB Plan
General Information About the OPEB Plan
Plan description – Employees of TRICOR who were hired prior to July 1, 2015, and choose
coverage, are provided with pre-65 retiree health insurance benefits through the Closed State
Employee Group OPEB Plan (EGOP) administered by the Tennessee Department of Finance and
Administration. This plan is considered to be a single-employer defined benefit plan that is used
to provide postemployment benefits other than pensions (OPEB). This plan is closed to the
employees of all participating employers that were hired on or after July 1, 2015. The employers
participating in this plan include the State of Tennessee (primary government), the Tennessee
Student Assistance Corporation, the Tennessee Housing Development Agency, the University of
Tennessee, and the institutions that make up the State University and Community College System.
Benefits provided – The EGOP is offered to provide health insurance coverage to eligible retired
and disabled participants and is the only postemployment benefit provided to eligible pre-65
participants. Benefits are established and amended by an insurance committee created by Section
8-27-201, Tennessee Code Annotated. All retirees and disabled employees of the primary
government and certain component units, who are eligible and choose coverage, and who have not
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yet reached the age of 65 are enrolled in this plan. All members have the option of choosing
between the premier preferred provider organization (PPO) plan, the standard PPO plan, or the
wellness health savings consumer-driven health plan (CDHP) for healthcare benefits. Retired plan
members receive the same plan benefits as active employees at a blended premium rate that
considers the cost of active employees. This creates an implicit subsidy for the retirees. The
retirees’ cost is then directly subsidized by the employers, based on years of service. Therefore,
retirees with 30 years of service are subsidized 80%; 20 but less than 30 years, 70%; and less than
20 years, 60%. During the current measurement period, this plan was funded on a pay-as-you-go
basis and there were no assets accumulating in a trust that meets the criteria of paragraph 4 of
GASB Statement No. 75. However, during the current fiscal year, the plan transitioned to a
prefunding arrangement where assets will be accumulating in a qualifying trust.
Annually, an insurance committee, created in accordance with Section 8-27-201, Tennessee Code
Annotated, establishes the required payments to the plan by member employers and employees.
Active members of the Employee Group Insurance Plan and pre-age 65 retired members of the
EGOP pay the same rate. Claims liabilities of the plans are periodically computed using actuarial
and statistical techniques to establish premium rates. While the plan operated on a pay-as-you-go
basis, employers made the minimum required payments for retiree costs. However, once the plan
transitioned to the prefunding arrangement through the qualifying trust, employers began making
contributions to the trust based on an actuarily determined contribution rate (ADC). Employer
contributions by TRICOR for the year ended June 30, 2019, to the EGOP were $322,643, which
is 9.1% of covered-employee payroll.
Total OPEB Liability
Proportionate share – TRICOR’s proportionate share of the collective total OPEB liability related
to the EGOP was $1,107,639. At the June 30, 2018, measurement date, TRICOR’s proportion of
the collective total OPEB liability was 0.079960%. The proportion existing at the prior
measurement date was 0.103607%. This resulted in a change in proportion of -0.023647%
between the current and prior measurement dates. TRICOR’s proportion of the collective total
OPEB liability was based on a projection of the long-term share of contributions to the OPEB plan
relative to the projected share of contributions of all participating employers, actuarially
determined. The collective total OPEB liability was determined by an actuarial valuation with a
valuation date of June 30, 2018, and a measurement date of June 30, 2018.
Actuarial assumptions – The collective total OPEB liability in the June 30, 2018, actuarial
valuation was determined using the following actuarial assumptions, applied to all periods
included in the measurement, unless otherwise specified:
Inflation

2.25%

Salary increases

Graded salary ranges from 3.44% to 8.72% based
on age, including inflation, averaging 4%
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Healthcare cost trend rates

6.75% for 2019, decreasing annually to an
ultimate rate of 3.91% for 2050 and later years

Retiree’s share of benefit-related costs

Members are required to make monthly
contributions in order to maintain their coverage.
For the purpose of this valuation, a weighted
average has been used with weights derived from
the current distribution of members among plans
offered.

Unless noted otherwise, the actuarial demographic assumptions used in the June 30, 2018,
valuations were the same as those employed in the July 1, 2017, pension actuarial valuation of the
Tennessee Consolidated Retirement System (TCRS). These assumptions were developed by
TCRS based on the results of an actuarial experience study for the period July 1, 2012, through
June 30, 2016. The demographic assumptions were adjusted to more closely reflect actual and
expected future experience. Mortality tables are used to measure the probabilities of participants
dying before and after retirement. The mortality rates employed in this valuation are taken from
the RP-2014 Healthy Participant Mortality Table for pre-retirement mortality and the RP-2014
Healthy Participant Mortality Table for Annuitants for non-disabled post-retirement mortality,
with mortality improvement projected to all future years using Scale MP-2016. Post-retirement
tables are Blue Collar and adjusted with a 2% load for males and a -3% load for females. Mortality
rates for impaired lives are the same as those used by TCRS and are taken from a gender-distinct
table published in the IRS Ruling 96-7 for disabled lives with a 10% load.
Discount rate – The discount rate used to measure the total OPEB liability was 3.62%. This rate
reflects the interest rate derived from yields on 20-year, tax-exempt general obligation municipal
bonds, prevailing on the measurement date, with an average rating of AA as shown on the Fidelity
20-Year Municipal GO AA index.
Changes in assumptions – The discount rate was changed from 3.56% as of the beginning of the
measurement period to 3.62% as of June 30, 2018. This change in assumption decreased the total
OPEB liability. Additionally, the near-term health trend rates were changed from 5.4%, 5.3%, and
5.2% for plan years 2019 to 2021, respectively, to 6.75%, 6.25%, and 5.75%, respectively. Further,
the assumed initial per capita costs and premium amounts were revised to reflect rates adopted for
the 2019 plan year. These two changes in assumptions increased the total OPEB liability.
Significant changes subsequent to the measurement date – During fiscal year 2019, the EGOP was
transitioned from a pay-as-you-go funding arrangement to a prefunded arrangement where assets
would be deposited and accumulated in a qualifying trust and benefits would be paid directly from
the trust assets. In the first year of this arrangement, participating employers made estimated total
contributions to the trust of $301.5 million. The trust had an estimated net position of $213.7
million at June 30, 2019. These plan assets will significantly reduce the net OPEB liability
recorded by employers for the year ended June 30, 2020.
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Sensitivity of the proportionate share of the collective total OPEB liability to changes in the
discount rate – The following presents TRICOR’s proportionate share of the collective total OPEB
liability of the EGOP, as well as what the proportionate share of the collective total OPEB liability
would be if it were calculated using a discount rate that is 1 percentage point lower (2.62%) or 1
percentage point higher (4.62%) than the current rate:

TRICOR’s proportionate share of the
collective total OPEB liability

1% Decrease
(2.62%)

Current
Discount Rate
(3.62%)

1% Increase
(4.62%)

$1,181,716

$1,107,639

$1,037,927

Sensitivity of the proportionate share of the collective total OPEB liability to changes in the
healthcare cost trend rate – The following presents TRICOR’s proportionate share of the collective
total OPEB liability of the EGOP, as well as what the proportionate share of the collective total
OPEB liability would be if it were calculated using a healthcare cost trend rate that is 1 percentage
point lower (5.75% decreasing to 2.91%) or 1 percentage point higher (7.75% decreasing to
4.91%) than the current rate:

TRICOR’s proportionate share of the
collective total OPEB liability

1% Decrease
(5.75%
decreasing to
2.91%)

Healthcare Cost
Trend Rates
(6.75%
decreasing to
3.91%)

1% Increase
(7.75%
decreasing to
4.91%)

$1,000,363

$1,107,639

$1,233,069

OPEB Expense and Deferred Outflows of Resources and Deferred Inflows of Resources Related
to OPEB
OPEB expense – For the year ended June 30, 2019, TRICOR recognized OPEB expense of
$46,199.
Deferred outflows of resources and deferred inflows of resources – For the year ended June 30,
2019, TRICOR reported deferred outflows of resources and deferred inflows of resources related
to OPEB paid by the EGOP from the following sources:
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Deferred Outflows
of Resources

Differences between expected and actual
experience
Changes in assumptions
Changes in proportion and differences
between benefits paid and proportionate
share of benefits paid
Contributions
subsequent
to
the
measurement date
Total

$

Deferred Inflows
of Resources

48,786

$ 39,593
35,358

-

270,162

322,643
$371,429

$345,113

Deferred outflows of resources, resulting from TRICOR’s employer payments of $322,643
subsequent to the measurement date, will be recognized as a decrease in total OPEB liability in
the year ending June 30, 2020. Other amounts reported as deferred outflows of resources and
deferred inflows of resources related to OPEB will be recognized in OPEB expense as follows:
Year Ended June 30
2020
2021
2022
2023
2024
Thereafter

$(44,271)
(44,271)
(44,271)
(44,271)
(44,271)
(74,972)

In the table above, positive amounts will increase OPEB expense, while negative amounts will
decrease OPEB expense.
Closed Tennessee OPEB Plan
General Information About the OPEB Plan
Plan description – Employees of TRICOR who were hired prior to July 1, 2015, and choose
coverage, are provided with post-65 retiree health insurance benefits through the Closed Tennessee
OPEB Plan (TNP) administered by the Tennessee Department of Finance and Administration.
This plan is considered to be a multiple-employer defined benefit plan that is used to provide
postemployment benefits other than pensions (OPEB). However, for accounting purposes, this
plan will be treated as a single-employer plan. This plan is closed to the employees of all
participating employers that were hired on or after July 1, 2015. The State of Tennessee (primary
government), as well as the Tennessee Student Assistance Corporation, the Tennessee Housing
Development Agency, the University of Tennessee, and the other institutions that make up the
State University and Community College System also participate in this plan. This plan also serves
eligible post-65 retirees of employers who participate in the state-administered Teacher Group
Insurance and Local Government Insurance Plans.
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Benefits provided – The TNP is offered to help fill most of the coverage gaps created by Medicare
and is the only postemployment benefit provided to eligible post-65 retired and disabled employees
of participating employers. This plan does not include pharmacy. In accordance with Section 827-209, Tennessee Code Annotated, benefits are established and amended by cooperation of
insurance committees created by Sections 8-27-201, 301, and 701, Tennessee Code Annotated.
Retirees and disabled employees of the state, component units, local education agencies, and
certain local governments who have reached the age of 65, are Medicare-eligible, and also receive
a benefit from the Tennessee Consolidated Retirement System may participate in this plan. All
plan members receive the same plan benefits at the same premium rates. Many retirees receive
direct subsidies toward their premium cost; however, participating employers determine their own
policy in this regard. The primary government contributes to the premiums of component unit
retirees based on years of service. Therefore, retirees with 30 years of service receive $50 per
month; 20 but less than 30 years, $37.50; and 15 but less than 20 years, $25. TRICOR is part of
the primary government; therefore, funding for retiree costs is provided by the general fund.
TRICOR does not provide any subsidies for retirees in the TNP. This plan is funded on a pay-asyou-go basis, and there are no assets accumulating in a trust that meets the criteria of paragraph 4
of GASB Statement No. 75.
In accordance with Section 8-27-209, Tennessee Code Annotated, the state insurance committees
established by Sections 8-27-201, 301, and 701, Tennessee Code Annotated, determine the
required payments to the plan by member employers and employees. Claims liabilities of the plan
are periodically computed using actuarial and statistical techniques to establish premium rates.
Administrative costs are allocated to plan participants.
Total OPEB Liability and OPEB Expense
Proportionate share – The primary government is entirely responsible for the TNP OPEB liability
associated with TRICOR’s employees. The primary government’s proportionate share of the total
OPEB liability associated with TRICOR was $203,984. At the June 30, 2018, measurement date,
the proportion of the collective total OPEB liability associated with TRICOR was 0.118003%.
The proportion of the collective total OPEB liability associated with TRICOR was based on a
projection of the long-term share of contributions to the OPEB plan relative to the projected share
of contributions of all participating employers, actuarially determined. There has been no change
in TRICOR’s proportion since the prior measurement date. The collective total OPEB liability
was determined by an actuarial valuation with a valuation date of June 30, 2018, and a
measurement date of June 30, 2018.
Actuarial assumptions – The total OPEB liability in the June 30, 2018, actuarial valuation was
determined using the following actuarial assumptions, applied to all periods included in the
measurement, unless otherwise specified:
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Inflation

2.25%

Salary increases

Graded salary ranges from 3.44% to 8.72% based
on age, including inflation, averaging 4%

Healthcare cost trend rates

The premium subsidies provided to retirees in the
Closed Tennessee Plan are assumed to remain
unchanged for the entire projection; therefore,
trend rates are not applicable.

Unless noted otherwise, the actuarial demographic assumptions used in the June 30, 2018,
valuations were the same as those employed in the July 1, 2017, pension actuarial valuation of the
Tennessee Consolidated Retirement System (TCRS). These assumptions were developed by
TCRS based on the results of an actuarial experience study for the period July 1, 2012, through
June 30, 2016. The demographic assumptions were adjusted to more closely reflect actual and
expected future experience. Mortality tables are used to measure the probabilities of participants
dying before and after retirement. The mortality rates employed in this valuation are taken from
the RP-2014 Healthy Participant Mortality Table for pre-retirement mortality and the RP-2014
Mortality Table for Annuitants for non-disabled post-retirement mortality, with mortality
improvement projected to all future years using Scale MP-2016. Post-retirement tables are Blue
Collar and adjusted with a 2% load for males and a -3% load for females. Mortality rates for
impaired lives are the same as those used by TCRS and are taken from a gender-distinct table
published in IRS Ruling 96-7 for disabled lives with a 10% load.
Discount rate – The discount rate used to measure the total OPEB liability was 3.62%. This rate
reflects the interest rate derived from yields on 20-year, tax-exempt general obligation municipal
bonds, prevailing on the measurement date, with an average rating of AA as shown on the Fidelity
20-Year Municipal GO AA index.
Changes in assumptions – The discount rate was changed from 3.56% as of the beginning of the
measurement period to 3.62% as of June 30, 2018. This change in assumption decreased the total
OPEB liability.
Sensitivity of the proportionate share of the collective total OPEB liability to changes in the
discount rate – The following presents the primary government’s proportionate share of TRICOR’s
related collective total OPEB liability, as well as what the proportionate share of the collective
total OPEB liability would be if it were calculated using a discount rate that is 1 percentage point
lower (2.62%) or 1 percentage point higher (4.62%) than the current rate. TRICOR does not report
a proportionate share of the OPEB liability for employees in the TNP.
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Primary government’s proportionate
share of the collective total OPEB
liability

1% Decrease
(2.62%)

Current
Discount Rate
(3.62%)

1% Increase
(4.62%)

$230,294

$203,984

$181,886

OPEB expense – For the year ended June 30, 2019, the primary government recognized OPEB
expense of $4,612 for employees of TRICOR participating in the TNP.
Total OPEB Expense
The total OPEB expense for the year ended June 30, 2019, was $50,811, which consisted of OPEB
expense of $46,199 for the EGOP and $4,612 paid by the primary government for the TNP.

Note 10. Insurance-related Activities
Risk Management Fund
It is the policy of the state not to purchase commercial insurance for the risks associated with
casualty losses for general liability, automobile liability, medical malpractice liability, and
worker’s compensation. The state’s management believes it is more economical to manage these
risks internally and set aside assets for claim settlement in its internal service fund, the Risk
Management Fund (RMF). The state purchases commercial insurance for real property, crime and
fidelity coverage on the state’s officials and employees, and cyber liability coverage. For property
coverage, the deductible for an individual state agency is the first $25,000 of losses. The RMF is
responsible for property losses for the annual aggregate deductible of $7.5 million for perils other
than earthquakes and flood. Purchased insurance coverage is responsible for losses exceeding the
$7.5 million annual aggregate deductible. For earthquake and flood, there is a deductible of $10
million per occurrence. The maximum insurance coverage is $750 million per year for perils other
than earthquake and flood. The maximum flood insurance coverage is $50 million per occurrence,
except there is only $25 million of coverage in flood zones A and V. The maximum earthquake
insurance coverage is $50 million per occurrence. The amounts of settlements have not exceeded
insurance coverage for each of the three past fiscal years.
TRICOR participates in the RMF. The fund allocates the cost of providing claims servicing and
claims payment by charging a premium to TRICOR based on a percentage of the agency’s
expected loss costs, which include both experience and exposures. This charge considers recent
trends in actual claims experience of the state as a whole. An actuarial valuation is performed as
of fiscal year-end to determine the fund liability and premium allocation. Information regarding
the determination of claims liabilities and the changes in balances of the claims liabilities for the
year ended June 30, 2019, is presented in the Tennessee Comprehensive Annual Financial Report
(CAFR). The CAFR is available on the state’s website at www.tn.gov/finance/rd-doa/fa-accfincafr.html. Since TRICOR participates in the RMF, it is subject to the liability limitations
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established by statute. The maximum liability for general liability, automobile liability, and
medical malpractice liability is $300,000 per person and $1,000,000 per occurrence. Claims are
paid through the state’s RMF. At June 30, 2019, the RMF held $186 million in cash designated
for payment of claims. At June 30, 2019, the scheduled coverage for TRICOR was $1,100,000
for buildings and $15,408,514 for furniture and equipment.
Employee Group Insurance Fund
The state has also set aside assets in the Employee Group Insurance Fund, an internal service fund,
to provide a program of health insurance coverage for the employees of the state with the risk
retained by the state. The agency participates in the Employee Group Insurance Fund. The fund
allocates the cost of providing claims servicing and claims payment by charging a premium to the
agency based on estimates of the ultimate cost of claims, including the cost of claims that have
been reported but not settled and of claims that have been incurred but not reported. Employees
and providers have 13 months to file medical claims.

Note 11. Subsequent Events
On March 3, 2020, a tornado struck the Bakerwest warehouse building complex located at 7363
Cockrill Bend Blvd. The building was completely leveled, which damaged or destroyed most of
the operating assets and inventory of TRICOR’s license plate tag plant, the logistics center, and
the industrial chemicals operation.
The approximate value of the total claim was $5.3 million. Detailed summaries of the debris
removal charges, lost equipment/supplies, and inventory were submitted to the Risk Management
Fund. Approximately $991 thousand had been reimbursed to TRICOR as of June 30, 2020. The
process of managing claims for reimbursement is ongoing at this time. TRICOR made the decision
to move and rebuild the license plate tag plant, the logistics center, and the industrial chemicals
operations to different, existing business locations.
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TENNESSEE REHABILITATIVE INITIATIVE IN CORRECTION
Required Supplementary Information
Schedule of TRICOR’s Proportionate Share of the Net Pension Liability
Closed State and Higher Education Employee Pension Plan Within TCRS

TRICOR’s
TRICOR’s
Proportion of
Proportionate
the Net
Share of the Net
Pension
Pension
Liability
Liability
2019
2018
2017
2016
2015

0.169294%
0.170890%
0.177727%
0.201057%
0.219906%

$ 2,734,801
$ 3,058,250
$ 3,242,747
$ 2,592,196
$ 1,517,238

TRICOR’s
Covered
Payroll

TRICOR’S
Proportionate
Share of the
Net Pension
Liability as a
Percentage of
Its Covered
Payroll

$3,917,590
$4,099,725
$4,339,254
$5,250,051
$5,938,855

69.81%
74.60%
74.73%
49.37%
25.55%

Plan Fiduciary
Net Position
as a
Percentage of
the Total
Pension
Liability
90.26%
88.88%
87.96%
91.26%
95.11%

1) To correspond with the measurement date, the amounts presented were determined as of
June 30 of the prior fiscal year.
2) This is a 10-year schedule. However, the information in this schedule is not required to
be presented retroactively. Years will be added to this schedule in future years until 10
years of information is available.
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TENNESSEE REHABILITATIVE INITIATIVE IN CORRECTION
Required Supplementary Information
Schedule of TRICOR’s Proportionate Share of the Net Pension Asset
State and Higher Education Employee Retirement Plan Within TCRS

2019
2018
2017
2016

TRICOR’s
Proportion of
the Net
Pension
Asset

TRICOR’s
Proportionate
Share of the
Net Pension
Asset

TRICOR’s
Covered
Payroll

TRICOR’s
Proportionate
Share of the
Net Pension
Asset as a
Percentage of
Its Covered
Payroll

0.043659%
0.038003%
0.188156%
0.301709%

$ 16,840
$ 7,881
$ 15,851
$ 8,390

$970,056
$687,166
$756,567
$328,549

1.74%
1.15%
2.10%
2.55%

Plan
Fiduciary Net
Position as a
Percentage of
the Total
Pension
Liability
132.39%
131.51%
130.56%
142.55%

1) To correspond with the measurement date, the amounts presented were determined as of
June 30 of the prior fiscal year.
2) This is a 10-year schedule. However, the information in this schedule is not required to be
presented retroactively. Years will be added to this schedule in future years until 10 years
of information is available.
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TENNESSEE REHABILITATIVE INITIATIVE IN CORRECTION
Required Supplementary Information
Schedule of TRICOR’s Contributions
Closed State and Higher Education Employee Pension Plan Within TCRS

2019
2018
2017
2016
2015

TRICOR’s
Contractually
Determined
Contributions

TRICOR’s
Contributions
in Relation to
Contractually
Determined
Contributions

$667,485
$739,250
$615,780
$652,190
$789,083

$667,485
$739,250
$615,780
$652,190
$789,083

Contribution
Deficiency
(Excess)
-

TRICOR’s
Covered
Payroll

Contributions
as a
Percentage of
TRICOR’s
Covered
Payroll

$3,473,026
$3,917,590
$4,099,725
$4,339,254
$5,250,051

19.22%
18.87%
15.02%
15.03%
15.03%

Notes to Schedule:
Changes of assumptions: In 2017, the following assumptions were changed: decreased inflation
rate from 3% to 2.5%; decreased the investment rate of return from 7.5% to 7.25%; decreased the
cost-of-living adjustment from 2.5% to 2.25%; decreased salary growth graded ranges from an
average of 4.25% to an average of 4%; and modified mortality assumptions.
This is a 10-year schedule. However, the information in this schedule is not required to be
presented retroactively. Years will be added to this schedule in future years until 10 years of
information is available.
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TENNESSEE REHABILITATIVE INITIATIVE IN CORRECTION
Required Supplementary Information
Schedule of TRICOR’s Contributions
State and Higher Education Employee Retirement Plan Within TCRS

2019
2018
2017
2016
2015

TRICOR’s
Contractually
Determined
Contributions

TRICOR’s
Contributions
in Relation to
Contractually
Determined
Contributions

$17,663
$12,514
$ 7,771
$22,435
$12,715

$17,663
$12,514
$ 7,771
$22,435
$12,715

Contribution
Deficiency
(Excess)
-

TRICOR’s
Covered
Payroll

Contributions
as a
Percentage of
TRICOR’s
Covered
Payroll

$1,064,022
$ 970,056
$ 687,166
$ 756,567
$ 328,549

1.66%
1.29%
1.13%
2.97%
3.87%

Notes to Schedule:
Changes of assumptions: In 2017, the following assumptions were changed: decreased inflation
rate from 3% to 2.5%; decreased the investment rate of return from 7.5% to 7.25%; decreased the
cost-of-living adjustment from 2.5% to 2.25%; decreased salary growth graded ranges from an
average of 4.25% to an average of 4%; and modified mortality assumptions.
This is a 10-year schedule. However, contributions to this plan began in 2015. Years will be
added to this schedule in future fiscal years until 10 years of information is available.
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TENNESSEE REHABILITATIVE INITIATIVE IN CORRECTION
Required Supplementary Information
Schedule of TRICOR’s Proportionate Share of the
Collective Total OPEB Liability
Closed State Employee Group OPEB Plan
TRICOR’s proportion of the collective total
OPEB liability
TRICOR’s proportionate share of the collective
total OPEB liability
TRICOR’s covered-employee payroll
TRICOR’s proportionate share of the collective
total OPEB liability as a percentage of its
covered-employee payroll

2019

2018

0.079960%

0.103607%

$1,107,639
$3,342,364

$1,390,967
$3,231,716

33.14%

43.04%

1) There are no assets accumulating in a trust that meets the criteria in paragraph 4 of GASB
Statement No. 75 related to this OPEB plan.
2) This is a 10-year schedule; however, the information in this schedule is not required to be
presented retroactively. Years will be added to this schedule in future fiscal years until 10
years of information is available.
3) The amounts reported for each fiscal year were determined as of the prior fiscal year-end.

35

TENNESSEE REHABILITATIVE INITIATIVE IN CORRECTION
Required Supplementary Information
Schedule of TRICOR’s Proportionate Share of the
Collective Total OPEB Liability
Closed Tennessee OPEB Plan
TRICOR’s proportion of the collective total
OPEB liability
TRICOR’s proportionate share of the collective
total OPEB liability
Primary government’s proportionate share of the
collective total OPEB liability
Total OPEB liability associated with TRICOR
TRICOR’s covered-employee payroll
TRICOR’s proportionate share of the collective
total OPEB liability as a percentage of its
covered-employee payroll

2019

2018

0.0%
$

-

0.0%
$

-

203,984

229,485

$ 203,984
$3,545,465

$ 229,485
$3,346,797

0.0%

0.0%

1) There are no assets accumulating in a trust that meets the criteria in paragraph 4 of GASB
Statement No. 75 related to this OPEB plan.
2) This is a 10-year schedule; however, the information in this schedule is not required to be
presented retroactively. Years will be added to this schedule in future fiscal years until 10
years of information is available.
3) The amounts reported for each fiscal year were determined as of the prior fiscal year-end.
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Independent Auditor’s Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in
Accordance With Government Auditing Standards
The Honorable Bill Lee, Governor
Members of the General Assembly
Board of Directors, Tennessee Rehabilitative Initiative in Correction
We have audited the financial statements of the Tennessee Rehabilitative Initiative in Correction,
an internal service fund of the State of Tennessee, as of and for the year ended June 30, 2019, and
the related notes to the financial statements, which collectively comprise the fund’s basic financial
statements, and have issued our report thereon dated September 28, 2020. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting
In planning and performing our audit of the financial statements, we considered TRICOR’s
internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of TRICOR’s
internal control. Accordingly, we do not express an opinion on the effectiveness of TRICOR’s
internal control.
A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.
Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
37

material weaknesses or significant deficiencies, and therefore, material weaknesses or significant
deficiencies may exist that were not identified. However, we identified the following deficiency
in internal control that we consider to be a material weakness:
•

Management needs to improve procedures for preparing and reviewing financial
statements to prevent errors.

This deficiency is described in the Finding and Recommendation section of this report.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether TRICOR’s financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, and contracts, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such
an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

TRICOR’s Response to Finding
The agency’s response to the finding identified in our audit is included in the Finding and
Recommendation section of this report. The agency’s response was not subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we express no opinion
on them.

Purpose of This Report
The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Deborah V. Loveless, CPA, Director
Division of State Audit
September 28, 2020
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Finding and Recommendation
Management needs to improve its procedures for preparing and reviewing financial
statements to prevent errors
Condition
Tennessee Rehabilitative Initiative in Correction’s (TRICOR) procedures for preparing and
reviewing its financial statements are not adequate to ensure the accuracy and proper classification
of information.
Criteria
Management is responsible for the preparation and fair presentation of the entity’s financial
statements and accompanying notes in accordance with accounting principles generally accepted
in the United States of America. This includes the design, implementation, and maintenance of
internal controls relevant to the recording of financial transactions and the preparation and fair
presentation of financial statements that are free of material misstatement.
Section 9-18-102, Tennessee Code Annotated, states,
(a) Each agency of state government and institution of higher education . . . shall
establish and maintain internal controls, which shall provide reasonable
assurance that:
(1) Obligations and costs are in compliance with applicable law;
(2) Funds, property, and other assets are safeguarded against waste, loss,
unauthorized use, or misappropriation; and
(3) Revenues and expenditures are properly recorded and accounted for to
permit the preparation of accurate and reliable financial and statistical
reports and to maintain accountability over the assets.
Cause
During the audit period, the Chief Business Officer, who served as the primary financial statement
preparer, terminated employment. Management did not have adequate procedures in place to
ensure continuity in its financial statement preparation. The Business Analyst assumed
responsibility for preparing the financial statements; however, he did not receive sufficient training
to adequately perform this task. Management and staff appeared to lack adequate knowledge of
all necessary governmental accounting and reporting principles. In addition, TRICOR did not
have adequate procedures to ensure the financial statements and notes were properly reviewed by
the Chief Financial Officer.
Effect
This weakness resulted in the following reporting errors:
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•

Management did not prepare a mathematically accurate and balanced statement of net
position. Assets and deferred outflows of resources were reported as $354,189 more
than TRICOR’s liabilities, deferred inflows of resources, and net position at June 30,
2019.
o Management incorrectly reported accounts payable and accruals as $2,907,130
rather than $2,813,671. As a result, accounts payable and accruals and unrestricted
net position were overstated by $93,459.
o Management reported a liability and deferred outflows of resources to account for
changes in amounts for pensions; other postemployment benefits (OPEB);
compensated absences; and pension and OPEB benefit payments subsequent to the
measurement date; however, management did not record the corresponding
expenses. As a result, salaries, wages, and benefits expenses were overstated by
$488,499 and unrestricted net position was understated by the same amount.
o Management was unable to determine the cause of the remaining unbalanced
difference of $40,851.

•

Management incorrectly reported expenses directly related to cost of services provided
in other expense categories. As a result, cost of services was understated by
$2,146,261; salaries, wages, and benefits were overstated by $1,159,396; travel
expense was overstated by $25,550; freight and communications expense was
overstated by $9,876; maintenance and repairs expense was overstated by $3,781;
utilities expense was overstated by $549,919; professional services expense was
understated by $284,425; rental expenses were understated by $948; supplies expense
was understated by $102,601; and other expense was understated by $9,765.

•

Management incorrectly reported manufacturing overhead expenses directly related to
cost of sales and the manufacturing of goods in other expense categories. As a result,
cost of sales was understated by $218,767; maintenance and repairs expense was
overstated by $63,268; rentals and insurance expense was overstated by $17,613;
supplies expense was overstated by $56,955; utilities expense was overstated by
$55,136; and other expenses were overstated by $25,795.

•

We noted the following errors in the statement of cash flows; however, these errors did
not affect ending cash:
o The beginning cash amount did not agree to the audited cash balance at June
30, 2018, resulting in a $233,608 understatement of beginning cash.
o Management did not report a mathematically accurate statement of cash flows.
Management reported $558,881 in net cash used for operating activities and
$1,349,500 in net cash used for capital and related financing activities. These
amounts should total a net decrease in cash of $1,908,381; however,
management reported a net increase in cash of $1,065,657.
o Management did not include the change in accounts receivable during the fiscal
year when calculating the receipts from customers in the cash flows from
operating activities section, resulting in a $613,800 overstatement of receipts
from customers.
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o Management used an incorrect formula when reporting depreciation in the
reconciliation of operating loss to net cash provided by operating activities,
resulting in a $130,276 understatement of depreciation.
o Management incorrectly reported the change in the total OPEB liability in the
reconciliation of operating loss to net cash provided by operating activities
because they only accounted for the change in noncurrent total OPEB liability
and did not include the change in current total OPEB liability. This error
resulted in a $230,472 understatement of changes in total OPEB liability.
o Management incorrectly reported the payments for additions to capital assets in
the cash flows from capital and related financing activities, resulting in a
$600,304 overstatement of purchases of capital assets.
o Management incorrectly reported the change in accounts payable and accruals
on the reconciliation of operating loss to net cash provided by operating
activities, resulting in a $141,437 overstatement of changes in accounts payable
and accruals.
o Management incorrectly reported the change in compensated absences on the
reconciliation of operating loss to net cash provided by operating activities,
resulting in a $302,224 understatement of changes in compensated absences.
o Management incorrectly reported the change in deferred inflows of resources
on the reconciliation of operating loss to net cash provided by operating
activities, resulting in a $34,504 understatement of changes in deferred inflows
of resources.
•

We noted the following errors where the notes to the financial statements did not agree
to the financial statements:
o Management incorrectly reported the total accounts receivable as $1,133,145 in
the accounts receivable note (Note 3) while reporting $1,134,146 on the
statement of net position.
o Management incorrectly reported $3,913,511 in total net capital assets in the
capital assets note (Note 4) while reporting a total net capital assets of
$4,729,114 on the statement of net position.
o Management reported the correct amount of $2,813,671 in total accounts
payable and accruals in the accounts payable and accruals note (Note 6) but
incorrectly reported $2,907,130 on the statement of net position.

•

We noted the following errors in the capital assets note (Note 4) to the financial
statements:
o Management reported various mathematical errors, resulting in a $795,099
understatement of net capital assets.
o Management incorrectly reported the beginning balances for furniture and
equipment as $8,464,938 rather than $8,569,541; for software as $700,735
rather than $620,735; and for buildings and improvements accumulated
depreciation as $236,280 rather than $235,556.
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o Management incorrectly reported additions for furniture and equipment as
$824,930 rather than $589,277 and for software as $0 rather than $80,000.
o Management incorrectly reported accumulated depreciation additions for
buildings and improvements as $55,578 rather than $56,302 and for furniture
and equipment as $522,350 rather than $267,272.
o Management omitted additions to accumulated depreciation for the mature
breeding herd of $2,153.
o Management incorrectly reported accumulated depreciation reductions for
furniture and equipment as $324,374 rather than $223,890.
•

Management omitted various required disclosures in the other postemployment
benefits note (Note 9) to the financial statements. For the Closed Tennessee OPEB
Plan, management omitted the disclosures for the proportionate share of the total OPEB
liability, actuarial assumptions, the discount rate, changes in assumptions, sensitivity
of the proportionate share of the collective total OPEB liability to changes in the
discount rate, and the OPEB expense. Management also omitted the disclosure of total
OPEB expense for all OPEB plans.

•

Management incorrectly reported the amount of the prior year’s insurance coverage for
furniture and equipment of $13,770,000 in the notes (Note 10) to the financial
statements, rather than the current amount of $15,408,514, resulting in an
understatement of $1,638,514 for contents coverage.

All misstatements were corrected in the audited financial statements.
Recommendation
The Chief Financial Officer should establish a formal financial statement preparation and review
process to ensure the financial statements and accompanying notes are mathematically accurate,
in compliance with generally accepted accounting principles, and agree to the underlying
accounting records. The Chief Financial Officer should ensure that staff who prepare the financial
statements receive adequate training and have adequate knowledge of governmental accounting
and reporting requirements to properly perform their responsibilities. The Chief Financial Officer
should also perform a thorough review of the completed financial statements and notes to ensure
their accuracy. The Controller should enter accounting entries for pensions, OPEB, and
compensated absences into TRICOR’s accounting and information system to aid in accurate
reporting.
Management’s Comment
We concur. The following steps will be taken to address the weaknesses noted above:
1. Acquire Necessary Expertise to Balance Workload: TRICOR hired a Cost Accountant
in February 2020 with the necessary experience to enhance management of
manufacturing operations and inventory control, which will help support that workload
that had fallen to the Business Analyst after the Chief Business Officer terminated his
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employment, to ensure sufficient coverage for accounting for all operating details. This
will provide clearance to investigate and resolve the root causes of the weaknesses.
2. Training: Meetings will be scheduled with the Comptroller’s audit team to provide
clarification regarding the errors found in both the financial statements and the notes,
as well as identify the guiding rules for governmental accounting and reporting
principles. Using this information, we will create a mapping tool that will enable the
preparation of proper financial statements from TRICOR’s Sage X3 general ledger,
with the required notes.
3. Develop Procedures and Work Instructions: To ensure continuity, robust procedures
and work instructions will be developed. The Chief Financial Officer, Business
Analyst, and Cost Accountant will be trained to ensure we have adequate backups for
the annual process to prepare financial statements and notes. Formal review will be
documented and confirmed annually to the Chief Executive Officer.
4. Record Pension, OPEB, and Compensated Absences: As part of the procedure
development, an Excel spreadsheet will be developed to map the TRICOR Sage X3
general ledger Trial Balance to the presentation format required for the Comptroller’s
audit. A dedicated column will be included to highlight top-side journal entries that
ensure the pension, OPEB, and compensated absence amounts are included accurately
in the final statements.
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